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The Egyptian National Competitiveness Council

At the Egyptian National Competitiveness Council, leaders from
business, academia, labor and government collaborate to increase
awareness of competitiveness and its economic implications for industry.

Mission Statement

The mission of the Egyptian National Competitiveness Council is to spur
efforts to improve the competitiveness of Egypt and to incite the public
opinion and the business sector to give priority to such efforts in all
domains.



Hint

This report has been prepared before undertaking the latest economic
decisions which are supposed to enhance the growth of the Egyptian
economy. Some of such decisions have been recommended in this
report. Hence, we are waiting for their positive impact on the Egyptian

economy.
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Assessing Egypt’s
Competitiveness

Youssef Boutros-Ghali
Minister of Finance, Egypt

This is Egypt’s first competitiveness re-
port—an initiative of the Egyptian Na-
tional Competitiveness Council. It
complements other initiatives around
the world. Since 1979, the World Eco-
nomic Forum has published the Global
Competitiveness Report. A number of
industrialized and Asian countries pub-
lish their competitiveness reports and
recently a neighboring Arab country,
Jordan, has joined the group.

Interest in competitiveness increased
during the last decade when traditional
theories of comparative advantage did
not offer a panacea for growth. The new
concept of competitive advantage devel-
oped by Porter argues that increasing
competitiveness is the result of a com-
plex interaction among a number of fac-
tors that include globalization, technol-
ogy, and competition. The mix of
strong institutions and supportive eco-
nomic polices helps to create an envi-
ronment that enables businesses to in-
novate and hence increase their inter-
national competitiveness.

The objective of this report is to foster
better understanding of the factors that
affect the competitiveness of the Egyp-
tian economy. In this way, the report
should  assist all stakeholders—
government and business sector alike—
in our effort to enhance the competi-
tiveness of Egypt in the global economy.
The report identifies the key issues
which need to be addressed. Particular
attention is devoted to the challenges
that the Egyptian economy continues to
face and the potential for strengthening
institutions and improving the business
environment. While the government can
certainly play an important role through
continued streamlining of red tape,
simplifying company formation, and
improving the regulatory environment
others must play their parts. A govern-

ment business sector partnership is
crucial in order to bring about a genu-
ine cultural change to reinvigorate the
competitiveness of the Egyptian econ-
omy.

This report, in addition to providing a
clear view of the status of competitive-
ness in the Egyptian economy, repre-
sents a crucial turning point in Egyp-
tian governance. It is the first time that
the business sector has provided a criti-
cal opinion regarding the Egyptian
economy and its workings. Tt is the first
time that the business community
measures our performance @ against
globally recognized criteria, using a uni-
form methodology @ acknowledged the
world over. Such a stance is an unmis-
takable sign that the Egyptian economy
and its main operators have come of age
and have recognized that an open econ-
omy begins with a mind that is open to
global parameters.

This report enriches our knowledge of
ourselves and will make the policies of
liberalization that we advocate that
much easier to implement.

Youssef Boutros-Ghali
Minister of Finance, Egypt

Cairo, September 2004



Raising Egypt’s
Competitiveness:
The First Competi-
tiveness Report

Mahmoud Mohieldin
Minister of Investment, Egypt

Egypt has undertaken significant steps
since the 1990's to establish a market-
based, outward-oriented economy and
has become a more open and secure
market for trading partners. However,
Egypt's international competitiveness
needs to be reinvigorated. In recent
years, growth rates have slowed down
and Egypt's rankings on competitive-
ness have slipped relative to other coun-
tries. This does not mean the economy
is incapable of fast growth. On the con-
trary, Egypt has demonstrated a num-
ber of rapid growth episodes at different
periods of time. Some of the most rapid
growth rates occurred during the import
substitution period in the 1960's. In the
late 1970's and throughout most of the
1980's large public expenditure pro-
grams and surges in foreign borrowing
were also associated with fast growth.
In the early to mid-1990's macroeco-
nomic stabilization and structural re-
forms helped realize another period of
high growth rates. Yet all of these epi-
sodes were temporary phases, as the
Egyptian - economy has not yet estab-
lished the conditions for rapid and sus-
tained growth. The report attempts to
analyze conditions deemed necessary to
enhance Egyptian economy's competi-
tiveness relative to other countries.

In the past, competitiveness was meas-
ured by how aggressive a country's ex-
ports were. Measuring a countries
competitiveness had always been a de-
batable issue, however, recently, it was
agreed to be measured by a wide set of
indicators most significant of which are
those based on surveys of perceptions of
executive of reforms such as effective

asset management approach and pri-
vate sector participation, the deregu-
lation of the incentive and regulatory
frameworks, exchange rate flexibility,
the extent to which the business envi-
ronment can lure foreign investment,
the sophistication of know-how, the
strength of the financial system, and
the strength of human capital through
investments in education, health and
other social services.

These indicators provide wide cover-
age and a common international yard-
stick against which to measure the
performance of each country. The re-
port then measures the competitive
strengths and weaknesses of the
country based on these indicators as
further elaborated in the context, us-
ing internationally renowned bench-
marks of competitiveness. This pro-
vides a benchmark of national com-
petitiveness versus other nations
across uniform indicators.

Upon reviewing the report — we need
to ring some alarm bells for most indi-
cators, as Egypt's ranking has gradu-
ally declined over the past few years
relative to other countries.

Here, an important question rises:
does this steady decline in competi-
tiveness, suggest a worsening trend?
If so, then are there learning objec-
tives from this kind of report?

First, we learn that countries that in-
vestments do not find appealing
automatically repel investors, mean-
ing that the increasing gap between
Egypt and other countries merits at-
tention and prompt action from the
government.

Second, consensus on business envi-
ronment issues must be reached in
order to be able to take the necessary
remedial actions for the removal of
key regulatory and institutional bot-
tlenecks to competitiveness, the pro-
motion of foreign investment, and the
strengthening of institutions support-
ing the private sector.



Third, a private-public partnership that
seeks effective ways of facilitating pri-
vate-public policy dialogue and increas-
ing private sector participation in key
business environment policy reforms
must be created.

The strengthening of Egypt's competi-
tiveness is a long term process. Hence
the sustainability of the Egyptian Na-
tional Competitiveness Council (ENCC),
and accordingly this report, must be
ensured. The Council must be able to
continue to track and analyze key indi-
cators of performance to gauge the
global competitiveness of the Egyptian
economy. Concise findings should be
presented in a continuous stream of
reports for policymakers and the busi-
ness sector to enable the identification
of problem areas in the economy or
shed light on important trends. Once
problems and trends are identified, pro-
gress in areas directly affecting the de-
terminants of Egypt's competitiveness
can be monitored, and the necessary
changes that will enhance competitive-
ness can be implemented. The result
will be a better understanding of the
drivers of economic growth, competi-
tiveness and prosperity.

Mahmoud Mohieldin
Minister of Investment, Egypt

Cairo, September 2004



International
Competitiveness and
Economic Prosperity

in Egypt

Rachid Mohamed Rachid
Minister of Foreign Trade & In-

dustry, Egypt

This competitiveness report, the first to
be presented by the Egyptian National
Competitiveness Council (ENCC), comes
at an opportune moment in Egypt's de-
velopment process. As the country con-
tinues to liberalize its economy and in-
tegrate further into the global market-
place, there is a need now more than
ever to reinforce the competitiveness of
its industries and enterprises to meet
the challenges and seize the opportuni-
ties of increased globalization and re-
gional integration.

This report follows in the footsteps of
similar efforts by industrialized and de-
veloping nations alike to present a de-
tailed analysis of key factors affecting
the future growth and prosperity of the
country. In both structure and form, the
report follows the approach adopted by
the World Economic Forum in produc-
ing its annual Global Competitiveness
Report. The ENCC report includes a dis-
cussion of the role of the Council,
methodologies and definitions; an as-
sessment of the Egyptian economy; as
well as viable recommendations for fu-
ture reform. The objective is to bench-
mark progress and serve as the basis on
which improvements in all areas of the
economy can be undertaken.

Over the last few decades, the concept
of competitiveness has increasingly be-
come a central issue worldwide. This
concept—the optimal combination of

legal, policy and institutional factors—
takes root in the common under-
standings of competition as the foun-
dation of an efficient market system.
However, for competition to exist and
a country to be considered ‘competi-
tive’, a number of prerequisites need
to be met, including free market entry
and exit; freedom of trade and con-
tract; an efficient legal and monetary
system; protection from restrictive
business practices (RBP); existence of
technical, economic and creative hu-
man resources; and, above all, trans-
parency. Where these preconditions
are satisfied, competition can work
effectively to ensure both distributive
and allocative resource efficiency.
Coupled with such dynamic functions
as innovation and. technological pro-
gress, Egypt will be better situated to
reinforce development and progress.
Finally, competition achieves the so-
cial functions of fair and free access
for all market participants, encour-
ages entrepreneurship, broadens con-
sumer choice and generates job op-
portunities in line with national devel-
opment goals.

Like in many countries, competitive-
ness serves as an engine for future
growth and as a key to survival in an
increasingly competitive and rapidly
changing world. Instrumental in this
respect is the need to for Egypt to
identify the new global rules for busi-
ness, and place emphasis on quality,
flexibility, design, reliability, accessi-
bility, and networking. Also, we must
create a society that highly wvalues
competitiveness and the optimal com-
bination of technology, managerial
entrepreneurship, employee skills,
and business organization. However,
putting all the elements of our com-
petitiveness strategy in place requires
collective action by all actors of the
society, including the business com-
munity, government, and civil society.



Finally, there is no doubt that the as-
sessment and findings of this pioneer-
ing report are a significant step on the
road to sustainable growth and in-
creased productivity. It is through laud-
able efforts like these that Egypt will be
able to achieve progress and raise the
standards of living for all Egyptians.

L el
'____-_a‘f _I:Z,_};_ e
SEmmier af Firuigs Trade & lndusiry

)

Rachid Mohamed Rachid
Minister of Foreign Trade
& Industry, Egypt

Cairo, September 2004



Executive Summary

The Egyptian
Competitiveness
Report

With growing globalization, competitive-
ness has emerged as a crucial
gauge/barometer of measuring the per-
formance of a national economy, and
thus defining its relative strength vis-a-
vis other economies. Since the publica-
tion of the first Global Competitiveness
Report in 1979, attempts have been
made to rank countries according to
specific criteria that define their com-
petitive edge. Egypt has been among the
few countries to be included since the
beginning of this initiative. Over time, it
appears that while Egypt scores high in
terms of some factors, on the whole its
competitiveness profile has been on the
retreat. This report is born out of the
necessity to raise domestic awareness of
Egypt’s competitive position by. shed-
ding light on how the country fairs us-
ing aggregated global benchmarks for
relative competitiveness.

The results of the Executive Opinion
Survey implemented by the World Eco-
nomic Forum indicate that the most
problematic factors for doing business
in Egypt—that negatively affected com-
petitiveness—were related to the coun-
try level environment. Hence, as the
first report on Egypt’s competitiveness,
it is devoted to a discussion about com-
petitiveness by focusing on the macro-
level of the economy, one of three levels
of competitiveness introduced in Chap-
ter 2.

Competitiveness at the macro-level is
significant for both policy makers and
business community, particularly
within the context of a dynamic external
and knowledge-based environment that
is increasingly determined by rapid

deepening of globalization and swift
moving technological advancements.

Within the framework of the mandate
and objectives of the Egyptian National
Competitiveness Council (ENCC), this
report has four distinct objectives:

First, to monitor Egypt’s competi-
tiveness status via detailed
benchmarking analysis with a
peer group of developing coun-
tries within and  outside . the
Middle East and North Africa re-
gion.

Second, to assess ongoing pro-
gress in areas directly affecting
the determinants of competitive-
ness at the macro level.

Third, to establish a working
partnership aimed at furthering
the dialogue between the busi-
ness community and the govern-
ment on how to increase com-
petitiveness at the country level,
through developing a joint strat-
egy aimed at enabling the busi-
ness sector to take full advan-
tage of the rapidly changing in-
ternational parameters of com-
petitiveness.

Fourth, the report is the first of a
series of reports that will be of
interest to research focusing on
analyzing the factors that de-
termine Egypt’s competitiveness
at the macro, sectoral and firm
levels.

The report builds on Porters’ approach
to competitiveness that highlights four
inter-related factors that are crucial for
creating a competitive business envi-
ronment; these are (i) the quality of fac-
tor or input conditions, (ii) the context
for firm strategy and rivalry, (iii) the
quality of demand conditions, and (iv)
the extent and presence of related sup-
porting industries. The usefulness of
this approach is that these factors can
be directly affected by domestic policy-
making, albeit at varying degrees.



Therefore, the government’s role as a
key provider of public services such as
education, health, and infrastructure,
and as the regulator of economic activ-
ity and the allocation of natural re-
sources places special importance on its
policy directives in light of their impact
on the aforementioned input conditions.
The government’s role also encom-
passes the creation of a legislative and
institutional environment that is suit-
able for attracting investment, institu-
tion of competition policy, intellectual
property rights laws, as well as con-
sumer protection mechanisms; all criti-
cal elements for creating the ‘right’ con-
text for firm rivalry. Local and foreign
demand side conditions can also be di-
rectly influenced by various macroeco-
nomic and trade policy tools. Finally,
the extent and presence of related sup-
porting industries is primarily the prod-
uct of a country’s industrial policy if
aimed at tackling supply side con-
straints and encourage the formation of
industrial clusters/agglomerates, espe-
cially in economic sectors with promis-
ing potential.

It is clear that governments’ influences
on determinant factors for competitive-
ness, manifested in economic policies,
directly affect the degree of competitive-
ness of an economy. A detailed assess-
ment of policy indicators as well as sug-
gested courses of action is presented
below. However, to provide a conceptual
framework for the analysis, the defini-
tion of competitiveness is first dis-
cussed.

Being an ‘evolving concept, the term
‘competitiveness’ cannot be statically
defined. The concept itself has under-
gone changes along with the changing
conditions of global trade relations and
the parallel mutation of global indus-
trial structures and organization. How-
ever, there seems to be a growing con-
sensus on some operational definitions
of competitiveness at the macro, indus-
try, and firm levels.

At the macro level, competitiveness is
defined as a country’s ability to provide
high quality life to its people measured
by the capacity for wealth creation
through enhancing productivity and
fostering innovation. International insti-
tutions have developed various indices
to gauge and benchmark country-level
competitiveness such as the Growth
Competitiveness Index and the Busi-
ness Competitiveness Index (both re-
leased by the World Economic Forum),
and also the Network Readiness Index
which measures the degree of prepar-
edness to participate and benefit from
information and communication tech-
nology developments.

At the industry level, competitiveness is
manifested in the industry’s ability to
organize itself in a way that will in-
crease value added in the supply chain.
As for the micro (firm) level, competi-
tiveness depends partly on the firm’s
ability  to maximize customer and
shareholder value, and partly on its
ability to act and react to the changes in
the surrounding competitive environ-
ment.

In Porter’s approach to analyzing the
stages of economic development, the
Egyptian economy is considered to be in
a transition phase, moving from a fac-
tor-driven economy to an investment-
driven economy. However, several fac-
tors have impeded the conclusion of a
successful transition.

The stabilization component of the Eco-
nomic Reform and Structural Adjust-
ment Program (ERSAP) of the 1990s has
succeeded in triggering high growth
rates during the first half of the decade;
however, the external shocks that hit
the economy starting 1997 have dem-
onstrated that the resilience of the
Egyptian economy could be bolstered if
the structural adjustment components
of the program had been successfully
completed. Furthermore, the slow pace
of structural adjustment is now throw-



ing its shadows on the sustainability of
macroeconomic stabilization.

Despite improvements in Egypt’s exter-
nal balance as well as maintaining a
favorable external debt position, a
number of developments pose eminent
threats to the stabilization achieved in
the 1990s, and also are likely to affect
future growth prospects. These devel-
opments are manifested in a continued
slowdown in economic growth because
of low domestic savings and investment
rates, increasing inflation, a deteriorat-
ing fiscal situation as a result of in-
creased budget deficits and alarmingly
high domestic debt levels, and a stalled
privatization program.

With regard to trade and openness indi-
cators, comparative statistics indicate
that the pace at which Egypt is being
integrated in the world economy is
modest compared to its peer group. The
contribution of exports of goods and
services to GDP is low compared to
Egypt’s peer group of developing na-
tions. Moreover, merchandise exports
are still dominated by oil and oil-related
products which renders the economy
vulnerable to recurring balance of pay-
ments pressures due to oil price volatil-

ity.

On another front, Egypt remains far
from its potential capability in attract-
ing global Foreign Direct Investment
(FDI). Share of FDI in the Egypt’s GDP
is dismal and most FDI inflows are con-
centrated in the energy sector. FDI in-
flows to. other promising sectors have
been inhibited by constraints in the
domestic business environment as well
as recent concerns about the exchange
rate and the unfavorable fiscal situa-
tion. Although the private sector re-
mains the major player in the economy
—as it generates more than three-
quarters of economic activity, recent
statistics indicate a retreat in private
sector investment due to several factors
constraining business activity.

As for infrastructure developments,
Egypt has achieved some milestones in
the development of its infrastructure
especially in power generation and tele-
communications. Areas in need of fur-
ther improvements include the trans-
portation infrastructure and the digital
infrastructure which is a cornerstone in
building a modern competitive economy.

In the education sector, serious reform
is key to bridging the widening quality
gap between outputs of the education
system and labor market demand. It is
about time to do away with short-term
panacea and piecemeal solutions, and
construct a clear-cut vision for scaling
up the status of education as a means
to building competitiveness.

With regard to the regulatory and busi-
ness environment, it can be fairly stated
that the government has been heavy-
handed in regulating business activity.
This had a negative impact on the busi-
ness environment on various levels. In-
efficient bureaucracy, arbitrary deci-
sion-making, an extremely slow litiga-
tion process and the absence of special-
ized commercial laws are but a few as-
pects of the uninviting business envi-
ronment that currently exists in Egypt.
The tax system and customs regulations
also rank high on the list of constraints
impeding business activity. Access to
finance has recently emerged as one of
the most critical factors curbing private
sector investment. Finally, the delay in
the passage of certain laws (competition
law, consumer protection law, new tax
law) coupled with the ineffectiveness of
some new laws (due to delays in pas-
sage of executive regulations) have
acted as negative signals about the gov-
ernment’s commitment to supporting a
private-sector-led economy.

Nevertheless, through analyzing the de-
velopments in the detailed components
of the Executive Opinion Survey under-
taken annually by the World Economic
Forum, it generally appears that there
has been an improvement in Egypt dur-
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ing 2003 in technology diffusion and
innovation (albeit at slower rates com-
pared to other developing countries),.

On the other hand, the competitiveness
of the Egyptian economy has declined in
relation to aggregate country perform-
ance indicators, the macroeconomic en-
vironment, general infrastructure, pub-
lic institutions (contracts, laws, and
corruption), domestic competition, com-
pany operations and strategy, and the
environment.

One component which has shown mixed
results is the extent of developing in-
dustrial/sectoral clusters, while lack of
previous data on human resources
(education, health, and labor) does not
permit drawing conclusions on whether
there has been an improvement or dete-
rioration in Egypt’s competitiveness in
this aspect.

In the Growth Competitiveness Index
(GCI), Egypt is positioned among .the
second-tier countries ranking 58 out of
102 countries while ranking on the
technology sub-index at 68, Compared
to regional peer countries, Egypt out-
performs Morocco, Turkey and Algeria,
while it ranks lower than Israel, Jordan
and Tunisia. The analysis shows that to
raise Egypt’s GCI, there is need for an
improvement in the macroeconomic en-
vironment, the quality of public institu-
tions, and the pace of technological de-
velopment.

In the Business Competitiveness Index
(BCI), which is composed of two sub-
indices (company operations & strategy
and quality of the national business en-
vironment), Egypt also ranks 58 out of
102 countries. In this case, Egypt is
outperformed by all countries in the re-
gion that were included in the survey
except for Algeria. This indicates the
Egypt’s regional competitiveness with
regard to the domestic business envi-
ronment is worse than its growth poten-
tial.

The main conclusions that emerge from
this report can be summarized as fol-
lows: The relatively successful eco-
nomic stabilization achieved during the
1990s is currently being undermined by
a deteriorating fiscal situation coupled
with accelerating inflation. Compound-
ing the situation is the significant in-
crease in unemployment, slow struc-
tural reforms, and a halted privatization
program. Domestic and national sav-
ings rates are still considerably lower
than other developing countries, posing
a serious challenge to Egypt’s ability to
achieve the rate of growth necessary to
accommodate a fast-growing labor force
and to reduce current unemployment
levels.

Slower growth rates coupled with con-
tinuing unfavorable demographic trends
have resulted in some double-digit lev-
els of unemployment. It is also worth
noting that some exogenous factors
raise concerns about the growth out-
look, the most notable of which is the
unstable regional security situation.
However, some domestic factors are
seen as more detrimental. Uncertainty
about economic policy outcomes cou-
pled with severe constraints to the
business environment continues to
negatively affect investment decisions.

There is an eminent need for policy
measures to increase exports of good
and services and attract higher FDI in-
flows. In addition, the slow pace of
structural and institutional reforms has
negatively affected macroeconomic out-
comes. Despite recent improvements in
the external sector (resulting primarily
from the exchange rate devaluation, in
addition to the slowdown in economic
activity which curbed import demand),
there is a notable deterioration in the
fiscal situation.

Egypt compares unfavorably to its peer
group on most of the indicators of trade
competitiveness and FDI openness. Tax
and tariff reforms are of pivotal impor-
tance to the reduction of business
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transaction costs, which continue to be
considerably higher in Egypt relative to
peer group countries. Moreover, they
have created an inherent anti-export
bias. An effective route to reducing
business transaction costs should also
opt for reforming the judicial system
and reducing government bureaucracy.

On the basis on the findings of the re-
port, a number of opportunities can be
identified that could, if grasped, en-
hance the competitiveness of the Egyp-
tian economy. These are mainly:

1. Adopting a holistic approach to-
wards building competitiveness
that includes the vision of all
stakeholders and puts knowl-
edge and innovation as a core
objective.

2. Encouraging the government,
the private sector, and the civil
society to introduce sound prac-
tices in order to maintain trans-
parency and good governance.

3. Streamlining and harmonizing
domestic regulation with inter-
national standards in order to
improve the domestic business
environment. Immediate action
is needed to reduce red tape, fa-
cilitate new business registration
and land acquisition, as well as

improve commercial  dispute
resolution and bankruptcy pro-
cedures.

4. Proceeding with the implementa-
tion of market-oriented exchange
rate policies is tantamount to
boosting ' domestic and foreign
investor confidence as well as
increasing export competitive-
ness.

5. Striking a coherent fis-
cal/monetary/trade policy mix
with the objectives of sustaining
macroeconomic stability, deep-
ening financial market and fiscal
reform, and also endorsing a re-
duction in real interest rates to
spur investment.

6. Continuing the trade liberaliza-
tion drive through reforming the
incentive system and in parallel

tackle behind-the-border barri-
ers to increase export competi-
tiveness.

7. Improving Egypt’s ability to at-
tract FDI via targeted efforts
aiming at regulatory reform, re-
moving FDI impediments, and
the creation of an independent
authority for FDI promotion and
servicing investor demands.

8. Furthering the implementation
of structural reforms with em-
phasis on financial sector reform
(including banking, insurance,
pension systems, and the capital
market) as well as activating the
privatization program.

9. Improving ICT readiness and in-
novation capabilities via a two-
pronged strategy aiming at en-
hancing = technology diffusion
and R&D promotion, and in par-
allel. address needs for educa-
tional reform.

10. Developing an integrated meth-
odology for the evaluation and
management of industry growth
and competitiveness, based on
which, policy measures could be
devised to encourage industry
clusters and vertical integration.

11. Supporting the establishment of
a Competitiveness Observatory
to collect and analyze data on
the drivers of Egypt’s competi-
tiveness performance.

The ENCC report presents the begin-
ning of an endeavor and by no means
an end. Work will continue to sharpen
the concept of competitiveness within
the specific situation of Egypt, develop
the relevant indicators and analyze the
factors that influence competitiveness.
The major objective remains the same:
to support the policy maker towards
identifying the points of weakness in
order to remedy them, and the points of
strengths in order to enhance them.
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Introduction

A Step Forward:

Egypt’s National
Competitiveness
Council

The challenges Egypt and its people face
today are like no others in their history.
Egypt, as the country with the largest
population of all countries in the Arab
region, is experiencing these challenges
with exceptional severity. It is, at the
same time, at the forefront of those
countries actively in search of solutions
to issues that are in fact of global rele-
vance.

The United Nations singled these issues
out as the most pressing ones to hu-
manity at the turn of the 21st Century.
They also gave concrete steps for their
solution in their 2000 “Millennium
Goals”. The biggest challenges lie ahead
in low national GDP per capita, high
unemployment and the impacts of glob-
alization on the national economy, cul-
ture and social development. The at-
tainment of these goals is of special im-
portance to the Middle East. It deter-
mines its ability to tackle its most ele-
mentary problem successfully: that of
how the future global competitiveness of
Egypt can be attained — and sustained.

It has become clear from several re-
nowned reports that have recently dealt
with human development in the region,
that a holistic approach is needed. To
achieve economic prosperity, new jobs
and higher living standards, the coun-
tries of the Arab world need to develop a
genuine Arab identity integrating cul-
ture, values and ethics and use them to
raise their competitiveness to an inter-
national levels.

Competitiveness

Competitiveness remains a concept that
is not well understood, despite wide-
spread acceptance of its importance.
The most intuitive definition of competi-
tiveness is a country’s share of world
markets for its products. A more thor-
ough definition, however, measures
competitiveness with regard to_ actual
productivity. Productivity allows a na-
tion to sustain a continued rise in
wages, a strong currency, and attractive
returns on investments — and through
them, a high living standard.

Thus, the goal of making a country
more competitive is to raise its produc-
tivity, not simply its exports in absolute
quantities. "The entire economy’s pro-
ductivity is of integral significance for
living standards, not just monetary
value of commodities or services actu-
ally traded.

Competitiveness is the result of sus-
tained — and sustainable — development
in:

The public sector, providing for
legal and social development.

The private sector, encompassing
the whole range of activities con-
tributing to economic growth
and progress.

Civil society, the sector of civic or
non-governmental engagement
that has become increasingly
important for cultural develop-
ment since the 1990’s.

These three elements need to work to-
gether in a concerted, structured man-
ner to bring about a competitiveness
that lasts.
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Ranking Competitiveness

Competitiveness rankings and indica-
tors used in them have been identified,
researched, compiled and discussed by
a multitude of reports in the recent
past. Among them are the “Global Com-
petitiveness Report (GCR)”, the “Infor-
mation Communication Technology Re-
port (ICT)”, the “Arab Human Develop-
ment Report (AHDR)”, and the “Egypt
Human Development Report (EHDR)”.

The “Global Competitiveness Report”,
on which this inaugural “Egypt Com-
petitiveness Report” is based and to
which it provides more insight on a na-
tional basis, combines two major indi-
ces to establish a global ranking in
competitiveness:

The “Growth Competitiveness In-
dex (GCI)”: the GCI largely relies
on the review of a “macroeco-
nomic environment index”, a
“public index” and a “technology
index”. It reflects the future,
long-term  abilities regarding
competitiveness, e.g. on a mac-
roeconomic level.

The “Business Competitiveness
Index (BCI)”: the BCI is deter-
mined by a combination of the
“company operation and strategy
index” and the “quality of the
national business environment
index”. It reflects the short-term,
momentary capabilities enabling
businesses to be competitive.

The Egyptian National
Competitiveness Council

This first “Egypt Competitiveness Re-
port” builds on these means to deter-
mine what competitiveness is. The
“Egypt National Competitiveness Coun-
cil” has been founded to leverage the
tool of these reports to advance the ac-
tual competitiveness of the country and,

thus, its private business sector, its en-
trepreneurs and people in general.

In the “Egypt National Competitiveness
Council, leaders from the business sec-
tor, academe, the workforce and gov-
ernment institutions collaborate to raise
awareness of the significance of the. is-
sue of competitiveness of the Arab world
and specifically Egypt and its economic
implications for the economy.

The mission of the “Egypt National
Competitiveness Council” is to improve
the competitiveness of Egypt, encourage
public participation in developing the
issue and the business sector to lend its
utmost attention to efforts aimed at fur-
thering the field.

Specifically, its objectives are to:

Identify Egypt’s rank in competi-
tiveness on a regional and inter-
national level through review
and compilation of data from
relevant reports released by na-
tional and international organi-
zations, such as the World Eco-
nomic Forum, the World Bank,
the IMF, UNDP, ECES, CEFRS
and others.

Release periodical reports on
Egypt’s rank in competitiveness
with attention to a multitude of
aspects on sustainable and ho-
listic development of a national
scale.

Communicate and cooperate with
all relevant stakeholders in soci-
ety to raise awareness on related
issues and their relevance to
Egypt’s development. The Coun-
cil aims to address stakeholders
from government, the private
sector and civil society on an
equal basis.

Promote the practice to consis-
tently use available periodical
reports as references by various
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stakeholders when assessing
Egypt’s performance in issues of
sustainable development.

Initiate and promote competitive-
ness studies aimed at specific
sectors.

Help identify emerging issues of
national relevance, based on
custom data gathered, set priori-
ties for reform and sustainable
development in Egypt.

A Step Forward

This is the inaugural “Egypt Competi-
tiveness Report (ECR)”. It shall form the
basis for the future activities of the
“Egypt National Competitiveness Coun-
cil”. It shall also provide the Council
with an adequate means of publication
of its findings. We the authors wish it a
large and engaging audience, strong in-
terest in its recommendations by the
public and a spirit to stimulate lasting
dialogue to the benefit of Egypt and its
people.

Lastly, the authors would like to thank
the United Nations Development Pro-
gramme (UNDP) and the World Eco-
nomic Forum (WEF) for their kind per-
mission to use their documents and re-
search in the preparations of this re-
port.
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Chapter 1

Defining and
Measuring
Competitiveness

Several definitions for competitiveness are
common today:

1. Competitiveness is the degree to
which a nation can, under free trade
and fair market conditions, produce
goods and services which meet the
test of international markets, while
simultaneously maintaining and ex-
panding the real incomes of its people
over the long-term (OECD,).

2. Competitiveness should be seen as a
basic means to raise the standard of
living, provide jobs to the unemployed
and eradicate poverty, Competitive-
ness Advisory Group, (Ciampi Group).
“Enhancing European Competitive-
ness”. (Second Report to the President
of the Commission, the Prime Ministers
and the Heads of State. December
1995.)

3. The ability to produce goods and ser-
vices that meet the test of:interna-
tional markets while citizens earn a
standard of living that is both rising
and sustainable over the long run.
(The First Report to the President and
Congress, 1992 US Competitiveness
Policy Council.)

4. Supporting the ability of companies,
industries, regions, nations or supra-
national regions to generate, while be-
ing and remaining exposed to interna-
tional competition, relatively high fac-
tor income and factor employment
levels. (OECD, 1996. Industrial Com-
petitiveness: Benchmarking Business
Environments in the Global Economy.)

S. Definitions of Competitiveness in the
“Global Competitiveness Report™:

e Definition 1. Competitiveness is
the ability to achieve rapid growth
in GDP per person over long peri-
ods.

e Definition 2. Competitiveness is
having a high level of GDP per
person today. Since you can only
achieve higher GDP by growing,
these two definitions are basically
the same thing, however the focus
of one is static and the other dy-
namic.

6. National competitiveness refers to a
country’s ability to create, produce,
distribute and/or service products in
international trade while earning ris-
ing returns on its resources. (Scott, B.
R. and Lodge, G. C. pg. 3, “US Com-
petitiveness . in the World Economy”
(1985)).

7. /A nation’s competitiveness is the de-
gree to which it can, under free and
fair market conditions, produce goods
and services that meet the test of in-
ternational markets while simultane-
ously expanding the real incomes of
its citizens. Competitiveness at the
national level is based on superior
productivity performance.

8. According to Porter, 2003, the only
meaningful concept of competitiveness
at the national level is national pro-
ductivity (Global Competitiveness Re-
port 2003-2004).

For consistency and the acknowledge-
ment of the wide acceptance of the form
by Porter used in the GCR, the Egyptian
Competitiveness Report relies on this
definition.

When addressing competitiveness at
country level, the definition needs to pay
attention to the manifold levels of the
country’s economy: the macro, intermedi-
ate and micro levels. In this chapter, we
will explore the different factors that af-
fect competitiveness on each of these
three levels, in order to develop charac-
terizations with operational value that can
be used to measure the degree by which a
country is competitive.
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First, we need to identify the indicators
and factors affecting competitiveness.

Indicators of Competitiveness

The US Council on Competitiveness has
identified four indicators that taken to-
gether form the competitiveness pyramid
presented in figure 1. These indicators
are: Investment, Productivity, Trade, and
Standard of living.

Investment represents the base of the
pyramid. It is the fundamental building
block of current and future economic ac-
tivity. Competitiveness is built on invest-
ments in technology, factories, equip-
ment, infrastructure and people.

Productivity reflects the efficiency with
which goods and services are produced. It
is largely determined by investments in
productive facilities, quality and perform-
ance of workforces, technological innova-
tion and the effectiveness with which the
factors of production are employed.

Trade

Productivity
(Quality should exist)

Investment in productive facilities
(e.g. factories, R&D, technology)

Figure 1 Competitiveness Pyramid
Source: US Council on Productivity

Moving up the competitiveness pyramid,
trade connects production to markets. As
trade becomes increasingly global, opera-
tions become more complex. Exports are
dependent on national productivity and
the level of investments in products and
processes of production.

Finally, a high standard of living forms
the peak of the competitiveness pyramid,
as it is the ultimate objective of a free
market economy. Measuring the standard
of living means to assess the wealth gen-
erated by a country. Such wealth is
passed on to citizens and is reflected in
their standard of living and quality of life.

Relationship between Productivity and
Competitiveness

To establish 'a simplified definition and
means of measurement for competitive-
ness, an intuitive approach is to identify
competitiveness in terms of share of world
markets for the products or services pro-
duced. This definition, however, fails to
capture the causes of competitiveness
and the tools needed to manage its
growth. A more suitable approach is to
directly assess the causes of competitive-
ness, which can be determined by exam-
ining the concept of productivity and its
growth.
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Productivity means the effectiveness and
Figure 3 Context for Firm Strategy and
Rivalry the efficiency with which an or-
ganization or a country transforms re-
sources employed on the input-side into
produced goods and services on the out-
put-side in a specified period of time.
Mathematically, productivity is calculated
by the ratio of the output produced to the
resources used (input) to produce this
output.

which in turn adds to the creation of
wealth resulting in an advancement of the
standard of living.

Wealth creation is performed at the mi-
croeconomic level of the society, the firm
level, and is dependent on two interre-
lated main areas. (1) The sophistication
with which domestic companies or foreign
subsidiaries operating in the country op-
erate, and (2) the quality of the microeco-

Context for Firm Strategy and Rivalry
*  Alpcal contett and rules that
encourage Urectmernt and
sustained upgrading (=g
Intellectual property protection

" Meritocmatic ncentive systems
across Instifutions

" Cpen and vigorous competition
amcrig locally based

rivals.
Factor (Input) Conditions
Persevermnce of high quality, specialized

inputs avalakle tc frms

Human Fescurces

Capital Fesources

Demand Cond itions

. Sophisticated and demanding local
custom er|s)

. Local sustomer needs that

Flpy=ical Infrastructure %
Adminiztrative Infm structure
Information hfrastructure

Scientific and teclhnological
Infrastnicture

. Matural Fescurces

anticipate those elsewhere

" Urmsual local demand in
gpecialized segmemnts that can be
served nationally and globally

Related and Supporting Industries

*  Access to capable, locally

bazed su
in relate

pliers and firms
fialds.

. Precence cf clusters
instead of isolated

mdustries

Figure 2 Context for Firm Strategy and Rivalry

Source: Porter, 1990

Output

Productivity = Input

Output encompasses all the products
produced = .and services delivered ex-
pressed in real monetary terms over a pe-
riod of time. By considering the total out-
put generated by a country, the focus
shifts from the structure of ownership,
whether it is domestic or foreign, towards
the creation of an economic environment
that fosters growth of both local and for-
eign operations in service in the country.

The creation of such an environment for
doing business helps to increase company
operations within national boundaries,

nomic business environment in which
they operate.

The sophistication of the company’s op-
erations and strategy shapes the competi-
tive environment at the nation. As com-
panies upgrade operational strategies,
their foci change from tapping foreign dis-
tribution channels towards the building of
channels of their own. This results in an
increasing national value creation, again
resulting in an increase in the generation
of wealth on a national level. As this de-
velopment is achieved, companies move
from competition based on the exploita-
tion of inexpensive input factors towards
the creation of high-quality, specialized
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products that offer consumers superior
added value.

This change in strategies of operation will
be achieved through an improvement in
the quality of the microeconomic business
environment. The creation and the growth
of such an environment for business is
based on four interrelated factors (Porter,
200%).

1. The Quality of Factor or Input condi-
tions.

( Macroeconomic, Political, Legal, and Seocial Context for j

Development

Sophistication Quality of the
of Company " Microeconomic
Op erations and Business
Strategy Environment

[ Microeconomic Found ations of Development j

Figure 3 Determinants of productivity and
productivity growth
Source: World Economic Forum, 2003

2. The Context for firm strategy and ri-
valry

The Quality of the Demand Conditions

The Extent and Presence of Related
supportive industries

The quality of the factor conditions de-
pends on a variety of issues that include
the availability of qualified human re-
sources, of active financial markets pro-
viding firms with necessary capital re-
sources, of a reliable, modern information
infrastructure and of the scientific and
technological infrastructure allowing for a
business environment that fosters and
sustains innovation.

The second factor, the context for firm
strategy and rivalry, captures to what ex-
tent competition exists and how it is
managed. To increase productivity, firm
strategies should be focused towards the

development of their human resources by
offering incentives geared towards the
unleashing of the intellectual capital of
their employees. Moreover, the building of
innovative capacities within the firms will
in turn help grow innovation at the indus-
try level. Such industry growth will lead
to the improvement of overall national
productivity and competitiveness.

Corporate strategies should encourage
the presence of local rivalries. This in
turn will develop a competitive environ-
ment that will foster innovation as the
main catalyst for productivity growth.
This in turn supports the building of ca-
pacity for industry growth and competi-
tiveness.

On the demand side, competitive markets
enjoy a sophisticated customer base able
demand and afford high-quality products.
The . consumption of highly specialized
products necessitates customers enjoying
a superior level of consumable income as
well as the social and cultural back-
ground to develop demand for them. To
achieve this level of customer sophistica-
tion, the society as a whole has to develop
beyond the mere coverage of basic needs
to one where innovation and self-
realization are primary factors for growth.

Finally, the competitiveness of a nation
supports the positive development of the
value chain created within national
boundaries. This requires the establish-
ment of supportive industries on the side
of suppliers, research centers and other
innovation-driven institutions.

This leads to the foundational definition
of productivity of a nation as its ability to
provide a positive business environment
that supports industry and strong growth
within a country. Furthermore, the man-
agement of productivity and its growth is
a comprehensive process requiring the
cooperation of all r